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The Ecuadoran Congress thwarted President Gustavo Noboa's efforts to meet the requirements of
the International Monetary Fund (IMF) when it voted against his tax-reform package. The president
has also made little progress in satisfying the demands of the indigenous, who are threatening to
cancel meetings with the government.
Noboa sent his tax reform package to Congress March 2. Passage of tax reform is a condition the
IMF set before it will approve Ecuador's economic program. That approval is necessary for the
release of US$200 million in World Bank and Inter-American Development Bank (IDB) loans and
for negotiating a swap of US$300 million in debt with the Paris Club of creditor nations for socialdevelopment programs.
The tax package eliminated 43 national, regional, and local taxes. But it also increased the value
added tax (impuesto al valor agregado, IVA) from 12% to 15% and reduced the maximum income tax
from 25% to 20%. Despite the president's "urgent" tag on the proposal, almost all parties rejected
the IVA increase.
Finance Minister Jorge Gallardo met with a special legislative commission on March 13 in an effort
to convince legislators to approve the package. Three days later, Jeffrey Franks, IMF representative
in Ecuador, reminded lawmakers that Ecuador still has to pass several banking-sector reforms and
the tax reform and sell off several state industries to comply with its agreement with the IMF. The
proposed IVA increase has almost no popular support, with chambers of commerce fearing it will
bring a recession and civic groups saying it will further hurt the poor.
As the vote neared, Gallardo offered a compromise. He asked Congress to consider raising the
IVA two points this year, to 14%, "and in September we'll propose an IVA reduction for next year's
budget to work with a 13% IVA for 2002."

Congress defeats IVA increase
Final debate on the package began March 27, and on March 29 lawmakers voted 86 to 8 against the
increase to the IVA. "People are disappointed, not just in the vote but the size of the vote," said Jim
Barrineau with Alliance Capital Management in New York.
Several analysts said the vote was affected by deputies worried about voting for the unpopular
tax increase ahead of next year's legislative and presidential elections. "It will be difficult for the
government to get a majority because we're in a pre-electoral period and legislators' decisions are
linked to whether they need popularity," said sociologist Adrian Bonilla.
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Vice President Pedro Pinto said on April 2 that Noboa would veto the rejection of the IVA increase
and send back the plan to raise the tax to 14% this year and then roll it back to 13% next year. But
based on the March 29 vote, opponents appear to have the needed two-thirds support to override
the veto. Even if they fail, it is unclear whether a watered-down version of the bill would satisfy the
IMF.
"The likely scenario is that the president will veto the bill and that a sufficient number of legislators
will abstain or not attend the session when the veto override vote is taken," said Marco Santamaria
of Lehman Brothers. In that case, the amended proposal would go into effect. However, the IMF has
already informed the government it will not approve the economic plan by the April 15 deadline.
On April 3, the Paris Club said it had suspended debt negotiations with Ecuador. Paris Club vice
president Bruno Bizard also warned the government that if it failed to obtain IMF approval of its
economic plan, the Paris Club would nullify its agreements on Ecuador's foreign debt, which could
mean the country would have to pay interest due since 1995.

Government fails to satisfy Indians
The much anticipated meeting between Ecuador's Indians and Noboa, first scheduled for March
7, has been postponed several times. The meeting was part of an agreement that ended the 10-day
Indian "uprising" in February and that included meetings with government officials on 23 issues
including public-transportation costs, distribution of household gas in rural areas, the tax-reform
proposal, social security, and the effects of Plan Colombia (see NotiSur, 2001- 02-09).
The Indians, strongly opposed to the increase in the IVA, have repeatedly called for improved tax
collection rather than a higher IVA to solve the fiscal problems. The Indians are represented at the
talks with the government by leaders of the indigenous and campesino organizations that took part
in the protests in January and February.
The date for beginning the talks on the 23 issues was reset for March 14, and the inauguration
ceremony took place in the Palacio de Carondelet March 12. At the inauguration, Noboa promised
to respect the agreements made with the Confederacion de Nacionalidades Indigenas del Ecuador
(CONAIE), but said it was important that solutions be found that "above all serve the country's
interest." CONAIE president Antonio Vargas lauded the talks as a way to avoid social friction and
reach consensus to solve the country's problems. But in the ensuing three weeks, Noboa has still
not met with the Indians, and the talks have produced little. The Indians have made it clear that the
government must answer its most pressing concerns if talks are to continue.
On April 4, Marco Murillo said the government failed to meet as scheduled to discuss transportation
fares, and he said a breakoff of talks and resumption of protests were likely.

Noboa appointment causes resignation
Meanwhile, Noboa set off a Cabinet crisis by naming Foreign Minister Heinz Moeller to represent
Ecuador in negotiations on the Free Trade Area of the Americas (FTAA) rather than Foreign
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Trade Minister Roberto Pena Durini. Noboa appointed Moeller as president of the Comite de
Negociaciones Comerciales (CNC), a position held by a foreign trade minister since 1995. Ecuador
is scheduled to take over the rotating presidency of the FTAA April 7 and will hold the post until
November 2002. Pena resigned on March 30 in Caracas, Venezuela, where he was participating in
a meeting of foreign trade ministers of the Comunidad Andina de Naciones (CAN). Pena's team of
nearly 20 officials, including Vice Foreign Trade Minister Milton Cevallos, resigned with him.
Much of the Quito business community was angered at Noboa's action, saying Moeller lacks the
technical expertise to do the job and defend the interests of the country in the trade negotiations
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